Introduction
Countries in Latin America continue to struggle to share the benefits of economic growth with the poor segments of their population. The progress towards achieving the first Millennium Development Goal of eradicating extreme poverty by 2015 is still far from being achieved in most Latin American countries. Another feature common in many countries in the region is geographic disparities in living standards that persist over time in spite of overall economic growth.
A better understanding of which factors influence disparities in living standards is crucial to provide better guidance to poverty reduction strategies. Two opposing views present divergent explanations on which factors are likely to influence the spatial distribution of poverty. The "concentration view" holds that poor areas arise from the persistent concentration in these areas of individuals with personal attributes that inhibit growth in their living standards. According to this view, otherwise identical individuals will have the same growth prospects independently of where they live. Thus, geography does not play a causal role in explaining the level of and growth in living standards. The other view holds that "geography" itself is the cause of the high level of poverty and weak growth of living standards over time. In areas better endowed with local public goods, such as better access to infrastructure and other basic services (electricity, water and sanitation), geographic externalities may facilitate the exit of poor households from poverty. This paper provides an applied framework to analyze which of these two views better explains spatial disparities in poverty in Ecuador.
Ecuador is located in northwestern South America, with an ethnically diverse population comprised of mestizos (62 percent), Amerindians (25 percent), immigrants from European countries as well as unmixed descendants of early Spanish colonist (10 percent) and Afro-Ecuadorians (3 percent). The population of over 13,750,000 people (in 2008 ) is growing at a rate of 1.1 percent per year, 1 and one of every four Ecuadorians is between 15 and 29 years old. Nearly 60 percent of its population lives in urban areas and the rest in the rural sector. Ecuador's economy depends heavily on oil exports, which accounts for an average of 35 percent of GDP (1997 GDP ( -2001 . In the past three decades, GDP per capita growth has been low, at an average of 1.7 percent annually during . GDP volatility has been high, mainly as a consequence of external shocks such as downturns in commodity prices, as well as unstable fiscal policy. At the end of 1999 Ecuador faced a severe economic crisis due to several factors: external economic shocks, "El Niño" weather phenomenon (1997) With these differences in mind, the goal of this paper is to evaluate how much of the difference in standards for living across areas and regions in Ecuador can be attributed to disparities in the mobile nongeographic variables, and how much to location differences in the returns to those characteristics. The paper follows closely the methodological framework of Ravallion and Wodon (1999) , in which they propose a methodology for decomposing the differentials in living standards between geographical areas into: a) differences in non-geographic characteristics and b) differences in returns to those characteristics.
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The paper is structured as follows. Section 1 presents a brief description of the data, and Section 2 presents the model. Section 3 discusses the national-level results from the model using regression analysis to test the relationship between different household characteristics and welfare. Section 4 carries out the decompositions at the national level to analyze the relative importance of characteristics and returns to characteristics on welfare. Section 5 discusses the extension of the model to allow for comparisons within and across regions. Section 6 concludes.
Data Source
This analysis uses data from the Living Conditions Survey (Encuesta de Condiciones de Vida-ECV) for [2005] [2006] . The ECV is a micro-level dataset collected by Ecuador's National Statistics and Census Institute (Instituto Nacional de Estadística y Censos-INEC) . The ECV collects information about individual characteristics like gender, age, education, main activity, income, household's attributes, and detailed information on the expenses of the household. The survey is representative at the national level and by urban and rural areas. Other representative areas include Quito, Guayaquil, Cuenca and Machala. The survey design was stratified, multi-staged and clustered. At the first and second stages the units were selected with probability proportional to the number of households on them, while at the third stage households were selected with equal probability. Weights are then necessary to get suitable estimations. The final sample size was 13,581 households, 8,065 in urban area and 5,516 in rural areas (Table 1) . Nation-wide, the ECV indicates that urban households have an average consumption of one and a half times the poverty line, while the mean consumption of rural households is almost equal to the poverty line.
Model
A linear model is used to estimate the contribution of location differences in living standards after controlling for non-geographic attributes. The dependent variable is the logarithm of the welfare ratio, which is a proxy for living standards, and the independent variables are household attributes. These are two different regression equations, one for each area (urban and rural). The model is as follows:  Demographics. The number of babies, children, teenagers and adults; age of the household head and their squared values; gender of the household head; household structure (household head married with spouse, single without spouse, separated/divorced/widowed without spouse, and married without spouse present); and ethnicity of household head (indigenous, mixed raced, white, black, other).  Education. Level of education according to the household head and his/her spouse years of schooling (none, one to four, five to seven, eight to 10, 11 to 13 and 14 or more years).  House ownership. Four categories: own, rent, own and paying, other.
 Occupation status. Whether the household head is an employee, employer, self-employed, employee without pay, farm laborer, owner-farmer, self-employed farm laborer or not working.  Geography. In addition to urban and rural areas, there are dummies for each of the 21 provinces 4 (the ECV excludes the Galápagos islands): Azuay, Bolívar, Cañar, Carchi, Cotopaxi, Chimborazo, El Oro, Esmeraldas, Guayas, Imbabura, Loja, Los Ríos, Manabí, Morona Santiago, Napo, Orellana, Pastaza, Pichincha, Tungurahua, Sucumbíos and Zamora.
Several of the variables mentioned above are categorical, therefore it is necessary to leave one category as a reference group. Those categories are: Pichincha province (the location of Quito, Ecuador's capital), male household head, married with spouse, no education of household head, no education of spouse, owner of house, and employee.
Analogous equations to (1) and (2) are estimated by region in order to allow for variation of coefficients across regions, as follows:
where Uk and Rk denote the urban and rural areas of region k , respectively; O C S k , ,  denotes Sierra ("mountain"), Costa ("coast") and Oriente ("east" or "jungle"). These regions are conformed by the following provinces:
Estimates from the Model at the National Level
This section estimates the returns to each one of the household characteristics at the national level, by urban and rural areas, using linear regression. This is the necessary first step before subsequently moving on to the decomposition analysis.
The explanatory variables from equations (1) and (2) included in the model explain approximately 59 percent and 52 percent of the variability in the welfare ratio for urban and rural areas, respectively (Table  2) . 5 The estimated effects differ by areas. However, these effects are significant and with the expected sign by area. The analysis indicates the following:
 An increase in household size and having a female household head is correlated with lower consumption; the welfare ratio for a household head with spouse is less than the welfare ratio of a household head without spouse; an increase in the household head's age increases the welfare ratio; and the welfare ratio is lower for indigenous household heads.  The welfare ratio of a household head with some education is greater than the welfare ratio of a household head with no education, and the same result applies to the education of the spouse. The returns to education of the household head's spouse are significant in both urban and rural areas, but higher in urban areas.  Consumption is lower in households that do not own their house (rent, paying, other) compared to households with their own house.  Welfare ratios are higher for employers or owner-farmers than for employees, and lower for the self-employed, employees without pay, farm laborers, self-employed farm laborers or those not working.  On average, consumption in several provinces is lower than in Pichincha province, which includes the national capital. Estimated coefficients for rural and urban areas are different for some provinces.
6 .59 (urban) and 0.52 (rural), * indicates that the coefficient is significant at the 5 percent level, and ** at the 10 percent level. The base categories are: Pichincha area (Quito belongs to that area), male household head, married with spouse, indigenous household head, no education of household head, no education of spouse, own house and employee.
According to the F tests, the null hypothesis
 is the coefficient for the category m of variable l and M is the number of categories of this variable-i.e., the hypothesis that the effects of all categories of variable l are the same in urban and rural areas-is rejected for almost all variables (Table 3) . In other words, all the explanatory variables but education of the spouse have different effects in urban than in rural sectors. Annex 1 presents the results for the three regions chosen in the analysis using equations (1') and (2'). The Oriente region (mainly the rural part) is very different to the rest of the regions in characteristics and on returns. By contrast the Sierra (including Quito) and Costa (including Guayaquil) appear to be more similar on characteristics and returns.
Decompositions at the National Level
In light of the salient differences in per capita income between rural-urban areas and across provinces, the following analysis considers the contribution of household characteristics to per capita income differences. These differences may come from differences in characteristics (for example, a lower level of education in rural areas) or from differences in the returns to characteristics (for example, a lower impact of education on earnings and thereby a lower per capita income in rural areas). In some cases, the differences in characteristics and in the returns to characteristics reinforce each other, but in other cases they might not. This is analyzed using the Oaxaca-Blinder decomposition of the income gap between assets and returns to those assets (Blinder 1973 and Oaxaca 1973) . The estimates from equations (1) and (2) are used to analyze the comparisons. Three types of geographic comparisons are examined: i) the difference in mean welfare ratios between urban and rural areas, ii) the difference within the urban and rural sectors across provinces, and iii) the difference between urban and rural areas within a given province.
The first questions concern the overall differential in living standards between urban and rural areas at the national level. This entails a comparison of urban-rural differentials in mean welfare ratios, given by (3):
where U X and R X are the sample means for urban and rural areas respectively, and Uj p and Rj p are the proportions of province j 's population in each area. Table 4 shows the result obtained for equation (3) using the coefficients showed in Table 2 and the means reported in Annex Table A1 . The difference in the intercepts, -0.057, gives the difference between the fitted log welfare ratio for a married couple, both illiterate, with a male indigenous household head who owns a house and is an employee living in the urban Pichincha area, and a household with the same characteristics located in the rural Pichincha area. Among the non-geographic variables that could cause the differential impact in urban and rural areas, house ownership is a minor factor. The next variable in order of significance is the occupation of household head, while most of the differential is due to demographic variables and education. In fact, demographics accounts for around 32 percent of the differential in log welfare ratio and education for 68.5 percent approximately, which is explained by both higher levels and higher returns to education in urban sector. The difference due to the geographic variable is small, which indicates that, controlling for other characteristics, the gap between Pichincha province and all other provinces in urban areas is almost of the same order in magnitude as the gap in rural areas. The comparison between urban areas or rural areas of two provinces is based simply on the comparison of the coefficients of province dummy variables in Table 2 . For the urban areas, only in Azuay is the coefficient estimate positive, while in the rural areas all of the significant province coefficient estimates are negative. Households living in Pichincha appear to be better off or equal to their urban and rural counterparts from other provinces, after controlling for the non-geographic characteristics.
The second component of the right side in equation (3) reflects differentials in urban and rural consumptions due to both differences in returns and in characteristics. It does not quantify structural differences, which is accomplished by comparing the expected gain in consumption from living in urban areas of a given province over rural areas, given the national means of all non-geographic characteristics, * X . For province j this is given by:
where j G is a vector with zeros in all its entries except for entry j if the household belongs to province j . The first term in equation (4) is the same as in equation (3), and the second term gives the effect of urban-rural differences in the returns to household characteristics. The sum of these two terms is 0.24, which can be obtained from coefficients in Table 2 and means at national level in Table A1 , and accounts for the difference between the conditional log consumption of households living in urban and rural areas of the Pichincha province when conditioning on national means. The third term is close to zero for seven of the provinces, meaning that in these provinces the differences in expected log consumptions between urban and rural areas are similar to Pichincha province (Table 5 ). For most of the remaining provinces, the differences are moderate to large; this suggests that residence in a given province is related to differences in expected consumption, once we control for household characteristics. The province of Morona Santiago has the largest difference in consumption between urban and rural area. To estimate the importance of characteristics and returns obtained from these characteristics in explaining welfare differences between urban and rural areas, we analyze each of these factors separately.
i) Geographic profile of living standards. This reflects the differentials in returns between urban and rural areas, isolating the structural component, i.e., controlling for all non-geographical attributes. The geographic log welfare ratio is defined as:
Any differences between the log of welfare ratio in (5) and (6), for a given province, are due to differences in the returns to the common characteristics * X .
ii) Concentration profile of living standards. This reflects the spatial concentration of non-geographic characteristics, by isolating the effects of non-geographic attributes controlling for geographic variables. The concentration log welfare ratio is defined as: 
For most of the provinces, as was expected, both geographic and concentration urban welfare ratios are lower than the unconditional ones (Table 6 ). However, the reasons are not the same. In the geographic profile, this is because urban households tend to have better characteristics than households at national level. In the concentration profile, this is because the returns to better characteristics tend to be larger in urban areas than nationally. By analogous reasoning, average consumption for geographic and concentration simulations in rural areas is larger compared to an unconditional profile. There are important and positive correlations between geographic and unconditional profiles (0.73 for urban, 0.91 for rural and 0.91 for national), and between concentration and unconditional profiles (0.72 for urban, 0.87 for rural and 0.96 for national), meaning that both structural differentials (returns) and disparities in characteristics (endowments) are important to explain urban-rural differences in welfare ratios within provinces.
Mean consumption-conditional on non-geographic variables set at national level-is higher in urban than in rural areas, meaning that the returns are larger for the urban sector than for rural areas. When the welfare ratio is simulated setting all parameters at the national level and explanatory variables at the mean of the province, urban measures are also higher compared to the rural ones. This is due to household characteristics that tend to increase living standards, such as education, which is higher in urban than in rural sectors.
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In order to calculate profiles at the national level, equations analogous to (1) and (2) were estimated without province dummies (Table 7) . The results indicate that characteristics are more important in explaining differences between urban and rural sector at the national level. Characteristics explain around 72 percent of the differential in welfare ratio, while returns explain 28 percent. 
Poverty Measures
This section presents the same analysis as above, but based on poverty rates instead of log welfare ratios. Assuming normally distributed errors, and conditioning on national sample means, the conditional probabilities of being poor for a household living in province j of urban and rural areas are represented as:
where U  and R  are the standard deviations of the errors in the urban and rural regressions and  is the cumulative density of the standard normal distribution. Similarly, to calculate the simulated poverty rates based on the concentration profile, the weighted average of urban and rural parameters are used.
The sources of the differences between simulations and the unconditional (actual) poverty rates are characteristics or changes in returns to those characteristics, and the assumption that logarithm of welfare ratio follows a normal distribution. Thus, the poverty rates for the unconditional profile were calculated assuming a normal distribution.
For most of the provinces, the concentration, geographic, and unconditional measures of poverty are all lower for urban than for rural areas (Table 8 ). The correlations between the geographic and unconditional (normal) profiles are 0.72 for urban and 0.91 for rural, and are very close to the correlations between concentration and unconditional (actual) profiles, which are 0.69 and 0.88 for urban and rural areas, respectively. The conclusions are similar to those discussed above, meaning that both returns and characteristics explain the differences in welfare ratios within each province, while at the national level characteristics are more important. 
Decompositions at the Regional Level
This section expands the analysis from national to regional level. The analysis clearly reveals that for both the Sierra and the Costa, demographics and education account for the largest share in total log welfare ratio (Table 9 ). In the Costa, demographic factors account for about 28 percent of the differential in log welfare ratio, and education for more than 79 percent. In the Sierra, demographic factors account for about 32 percent of the differential in log welfare ratio, and education for more than 74 percent. In Oriente, the difference in the constant term accounts for the largest share in living standards, which means that a married couple, both illiterate, with male indigenous household head who owns a house and is an employee living in the urban Oriente has a mean log welfare ratio 0.72 higher than a household with the same characteristics located in the rural Oriente. Comparison between urban and rural areas within each of the regions is analogous to that of national level: the concentration profile uses weighted parameters from specifications (1') and (2') and the means for urban and rural areas of the respective region, while the geographic profile was obtained by setting the mean at the regional level and the parameters estimated using (1') and (2'). To compare across the regions of the same area (urban/rural), the concentration measure uses the means of each region only for the area of interest (urban/rural) and weighted returns for the two regions in the comparison from the regressions that were estimated separately for each region. The geographic effect uses the weighted means for the two regions in the comparison and the estimated coefficients for each region and area of interest. The results are presented below.
In the Sierra and Costa, the disparities in the concentration profile between urban and rural areas are larger than the differences in the geographic profile, which means that characteristics are the major explanation behind welfare differentials in urban and rural areas. In the Oriente, which is mainly rural (approximately 61 percent of households), both returns and characteristics are important in order to explain the differences in welfare ratio between urban and rural sector (Figure 1 ). The same conclusions emerged using the poverty rates shown in Table 10 .
Figure 1. Decomposition of Welfare Ratios (logarithms) Within Regions
Source: Own calculations based on ECV Survey. For the Oriente, characteristics and returns each explain around 50 percent of the difference in log-welfare ratios between urban and rural sector (Figure 2 ). In the Sierra and Costa, characteristics explain approximately 30 percent and 34 percent of the differentials, respectively.
Figure 2. Decomposition of Welfare Differences (logaritms) Within Regions
Source: Own calculations based on ECV Survey.
The urban-rural composition of the Sierra and Costa are similar, with 65 percent of the households in urban areas in the case of Sierra and 75 percent in the case of Costa, while Oriente is mainly rural, at 61 percent approximately. In terms of poverty, Costa is the lagging region in the urban sector while Oriente is behind in the rural area.
The comparison between Oriente and Costa on the one hand and Sierra and Costa on the other in urban areas reveals that urban welfare differences are mostly due to returns, rather than characteristics. In the former case, concentration plays a role also, but in spite of the fact that Oriente has better characteristics than Costa, which yields a difference in the concentration profile, it is smaller than the difference in the returns. In the second comparison, both regions have similar characteristics, which lead to a differential only in returns (Figure 3 ). In the rural sector, both geographic and concentration effects explain the disparities in poverty rates between Sierra and Oriente. Characteristics explain the main differential between Costa and Oriente, although there is a difference in returns as well (Figure 4 ). In sum, returns explain about 90 percent of the differences in log welfare ratio between the urban areas of Oriente and Costa and about 70 percent between the urban areas of Sierra and Costa ( Figure 5 ). The differential between the rural areas of Sierra and Oriente is explained by returns and characteristics, while the differences between Costa and Oriente are mainly due to characteristics. 
Conclusions
Overall, the results of the study indicate that at the national level, urban-rural differences in welfare ratios are mainly due to characteristics, which account for almost three-quarters of the difference. Comparisons in living standards within a given region across urban and rural areas reveal that in the Sierra and Costa regions, characteristics are also the main source of differences in welfare. In the Oriente, both characteristics and returns are important to explain the welfare level differences between urban and rural areas.
The empirical results indicate that among the characteristics analyzed, education was the variable with the largest contribution to explain the differential in mean log welfare ratio between urban and rural areas, as was expected. Other non-geographic characteristics also contribute to the difference, but to a lesser extent.
According to the results obtained from both urban and rural areas in the simulated welfare ratios and the simulated poverty rates within each province, differences in living standards between urban and rural areas can be attributed to disparities in non-geographic variables and to differences in the returns to those characteristics. This indicates that poor areas are poor not only because households with observable nongeographic characteristics that favor poverty are settled there, but because there are differences in the returns to those characteristics by location.
Comparisons in living standards between a leading and a lagging region reveal that for urban areas, the differences between Oriente and Costa and between Sierra and Costa are due to returns. In the case of rural areas, the differentials between Costa and Oriente are explained by characteristics, while the differences between Sierra and Oriente are explained by both returns and characteristics.
The findings suggest that government programs increasing the portable human capital endowments of poor people can be a major step forward towards increasing the equality of opportunities for welfare. The analysis also reveals that returns between regions may be substantially different, which suggests that migration is not equalizing returns. Source: Own calculations based on ECV Survey. Note: Number of observations: 3697 (urban) and 1520 (rural). R 2 =0.55 (urban) and 0.50 (rural), * indicates that the coefficient is significant at 5 percent level, and ** at 10 percent level. The base cathegories are: male household head, married with spouse, indigenous household head, no education of household head, no education of spouse or no spouse, own house and employee. .58 (urban) and 0.70 (rural), * indicates that the coefficient is significant at 5 percent level, and ** at 10 percent level. The base cathegories are: male household head, married with spouse, indigenous household head, no education of household head, no education of spouse or no spouse, own house and employee.
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